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This research paper deals with the impact of interest rate levels on banks’ 
openness to risk. There are several interest rates in the economy, which have 
different impacts of banks profit situations. This makes it necessary for banks to 
come up with the right strategy to ensure financial profitability. This research paper 
intends to find out the correlation between interest rate levels and risk behavior.  
An all-time low interest rate level characterizes the current situation in the economy. 
This situation deals as the focus of this research project. It makes business for 
financial institutions much harder compared to high interest rate levels, since it is 
more difficult to generate profits, due to low margins.  
The first finding of this research paper is that there are different ways banks respond 
to a change in interest rate levels. To compensate the decrease in profits generated 
from margins, banks have to find new ways. One way is to enter new, more 
profitable business fields such as infrastructure projects, which are connected with 
more risk though than the business with private customers. However with focusing 
on the private banking sector it could be found out, by analyzing statistical data from 
the Federal Reserve,	  hat there is no increase in risk taking with low interest rates. 
Since the financial crisis, the point when interest rates started to decrease, the amount 
of issued loans increased. At the same time charge-off and delinquency rates 
declined. This indicates that fewer customers default in paying back their loans, due 
to stricter regulations in the credit business.  
Another finding of the research paper is that there is another challenge for banks next 
to low margins, which is the increase in competition due to the rise of non- and near-





decreased, because customers have become more price sensitive and there is more 
supply in financial products, where they can choose from.  
These findings are based on secondary data, mostly in form of books and academic 
journals. Then they are confirmed with the analysis of primary data, consisting of 
statistical data on the financial sector. To generate more specific information, two 
sample companies have been chosen and analyzed. First, by looking at statistical data 
on their financial situation and secondly by attaining subjective opinions of 
companies’ representatives in the form of interviews.  
Recommendations for companies in the financial sector are given at the end of this 
research project and are based on the findings from the secondary and primary 
research. However it is difficult to give concrete recommendations since the financial 
sector is subject to a large number of standards and regulations. What can be said is 
that they have to be innovative and have to find alternative ways to attract and keep 
customers in order to keep their business profitable. 
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The purpose of this research project is to investigate the effects of interest rate levels 
on banks openness to risk. Due to the current level of historic low interest rates, this 
scenario is paid special attention to. 
1.2 Issue Context 
The financial crisis is the reason why the economy is facing an all-time low interest 
rate level today. The Federal Reserve in the United States and the Central Bank in 
Europe decreased interest rates to increase the money supply and to encourage 
companies and people to invest in order to stimulate the economy. The financial 
crisis caused a deep recession for the economy in the whole world. The crisis was 
triggered by a subprime crisis in the United States in the year 2007. Many years of 
rising real estate prices and a growing number of risky loans given to people with 
low income lead to a huge housing bubble. When housing prices started to stagnate 
and even to decrease, interest rates rose and liquidity dropped so that housing owners 
were not able to pay their mortgage anymore and the housing bubble burst. The 
collapse of the U.S. housing and stock market, as well as the resulting financial crisis, 
spread over to other countries and caused a global financial crisis, which even 
evolved into an economic crisis. The economic crisis is the greatest recession since 
the Great Depression from 1929-1939 (Schooner and Taylor 2010).	  
 After the burst of the housing bubble, when lots of borrowers defaulted, lots of 
financial institutions were in immense financial trouble. Some of them collapsed, 
some were bought out at low prices by competitors and others, mostly the most 





economy (Shah 2009). After a while, the Fed cut the key interest rate, which led to a 
reduction in interest rates, banks offer their customers for making deposits or taking 
loans (Crotty 2009). Lower interest rates reduce margins, banks gain from their 
business with customers, since the spread between the interest rate on deposits and 
the nominal interest rates declines. But there are also other factors, such as new 
competitors in the markets that lead to a decline in bank margins. More competition 
means lower prices, which forces banks, to reduce their interest rates on loans issued 
to customers and increase interest rates on deposits, in order to retain existing 
customers and acquire new ones. To overcome the decrease in margins, banks had 
and have to look for alternative sources of income (McDonald and Keassey 2002). 
This research paper deals with this topic to get an overview of the challenges, banks 
have to face nowadays and on how they are dealing with these challenges. The 
understanding of the banks environment and its determinants can make their actions 
and procedures reasonable.  
1.3 Aims and Objectives 
The research paper addresses the following topics: 
• Determining financial institutions’ current environment and its changes 
• Identifying the risks, financial institutions have to face 
• Analyzing the impact of interest rates on financial institutions’ daily business 
• Analyzing the correlation between interest rate levels and risk behavior 
 
The research paper is divided into two parts to address the above-mentioned topics. 
The first part deals with the secondary research, which retrieves information from 





contains information that has already been published by somebody else. It should 
help to understand the most important aspects of the topic and gives background 
information. The literature review consists of three parts, beginning with the 
identification of the different sources of risk, financial institutions have to face. The 
second part addresses interest rates, their origins as well as effects and how the Fed 
uses them. The third part gives an insight into risk-taking in the banking sector. At 
the end of the literature review, the main aspects are summarized. 
The second part of the research paper deals with the primary research, which is 
information collected by the researcher himself. It is based on the last part of the 
secondary research and its objective is to analyze the risk behavior in the financial 
sector in more detail. In order to generate significant results, two different methods 
are used. The first method is the analysis of statistical data. The second method is the 
conduction of interviews with representatives of different financial institutions, in 
order to get an expert’s view on the topic.	  
Afterwards, the results from the secondary and primary research are compared to get 
a comprehensive view on the topic. 
The final part of the research paper concludes the findings from the secondary and 
primary research and gives company recommendations on future behavior and 





2 Literature Review and Hypothesis Development 
2.1 Financial Risks 
In order to generate a fundamental understanding of the interest rates’ effects on 
banks’ risk-taking, it is important to understand all factors that influence banks’ 
behavior. Therefore, an overview of the different kinds of financial risks, banks have 
to face, is given at the beginning of this research project. 
The first risk to mention is credit risk. According to Bouteille and Coogan-Pushner 
(2013, p.1) “Credit risk is the possibility of losing money due to the inability, 
unwillingness, or nontimeliness of a counterparty to honor a financial 
obligation“ and it exists “whenever there is a chance that a counterparty will not pay 
an amount of money owed, live up to a financial commitment, or honor a claim.”  
Over the years, new types of lenders as for example hedge funds, private equity firms 
and others, arouse and credit risk as well as the way to manage it has become more 
complex. Nowadays, credit derivatives make it possible to pass the risk on to any 
party without their notice and without any legal contract. An example is “a bank in 
Germany taking credit risk on a subprime home mortgage in Kansas without ever 
seeing either the borrower or the property. This used to be the preserve of the local 
Kansas bank.” (Caouette	  et	  al.	  2008,	  p.	  XV). The introduction of several regulations, as 
for example Basel II, influenced financial institutions’ dealings with credit risk along 
with the reports of rating agencies. Due to the growing complexity of managing 
credit risk, it cannot be treated separately anymore. It has to be a part of the 







 “Market risk is the risk of losses due to adverse market movements depressing the 
values of the positions held by market players” (Bessis 2015, p. 3). Market risk refers 
to the time period, over which assets should be sold, and the movements. Markets 
use to move more in shorter than in longer periods. Movements depend on several 
factors, like interest rates, foreign exchange rates and security prices (Dun & 
Bradstree 2007). 
A risk, closely related to market risk or just a synonym for market risk, is price risk, 
which is driven by the market (Penza and Bansal 2001). It is the risk of a non-
realization of a determined price from a transaction, mostly in the future. (Dun & 
Bradstreet 2007). 
According to Penza and Bansal (2001, p. 21) liquidity risk is the “risk of loss arising 
either from the inability either to make payments or to refinance obligations.” Banks 
have to be prepared for unexpected cash outflows and inflows. Due to regulations 
like Basel III, banks are obligated to keep a certain amount of money in the form of 
liquid assets to offset unexpected losses. Liquidity has also an impact on market and 
credit risk. It is not possible to eliminate liquidity risk but there are ways to narrow it 
down. Therefore, a firm has to observe cash flows, choose different kinds of funds 
and have a proper amount of assets that can be easily liquidated (Penza and Bansal 
2001). 
One of the main sources of profits for banks is the interest rate spread (Bessis 2015). 
Due to differences in maturities of active and passive positions in banks’ balance 
sheets, interest rate movements cause an interest rate risk. To reduce the interest 






2.2 Measurement of Financial Risks 
The different kinds of risks are measured in different ways. Credit risk can be 
measured for a single credit or for a whole credit portfolio. The amount of credit risk 
depends on the type of credit. Single credits are measured by three factors beginning 
with the probability of default (PD), which describes the chance of a default of the 
other party to the contract. The next factor is the exposure at default (EAD), which is 
the amount remaining, if the counterparty defaults. The actual amount, the bank will 
loose due to a default, is called the loss given default (LGD). All three parameters are 
used to calculate the expected loss as follows: 
Expected Loss = PD x EAD x LGD 
The expected loss is one essential part of the determination of the credit price. With 
the help of the covariance model, the actuarial model, the Merton-based simulation 
model and the macroeconomic default model, the credit risk of a whole credit 
portfolio can be measured (Penza and Bansal 2001). 
There are five general methods to measure market risk. The first one is sensitivity 
analysis, which describes the effects changes in single factors, as for example interest 
rates, credit spreads or exchange rates could have on the portfolio’s performance. 
When considering changes in all factors mentioned before, the method is called 
scenario analysis. To do so, different possible scenarios and their impact on the 
portfolio are created. Another method is stress testing. In this case, the reaction of the 
portfolio to extreme scenarios is analysed and ways to handle such situations are 
examined. As extreme scenarios, the finance environment considers crises, crashes in 
stock markets or similar. The last method is the determination of the Value at Risk 
(VaR), which measures the value of the loss that can occur due to regular movements 





With the introduction of the first paper of the Basel Committee on Banking 
Supervision (BCBS) in 1992, liquidity measuring and management was addressed 
for the first time. However, only suggestions on how to deal with liquidity risk were 
made. The financial crisis revealed the missing attention and importance paid to 
liquidity risk, since lots of banks defaulted (Castagna and Fede 2013). Liquidity risk 
is the type of risk, which is the hardest to measure, as it is very impermanent and 
energetic. One common method is the calculation of liquidity ratios by analysing the 
overall liquidity level of the company. Furthermore, special financial asset liquidity 
measures can be used. They focus on contracts and risk portfolios. Stress tests, which 
are probably the most effective measure, should be used in addition to the measures 
already mentioned (Banks 2014). 
Managing interest rate risk is very complex due to volatility, deregulation and an 
increasing number and diversity of financial products. However, interest rate 
derivatives are a tool to help financial institutions controlling interest rate risk (Van 
Greuningen and Brajovic Bratanovic 2009). One common method to measure 
interest rate risk is gap analysis. The difference between the amount of the whole 
portfolio and the amount of the part that has to be re-priced during a specific period 
of time is the gap, which is also called interest-rate exposure and represents the 
change in interest income due to changes in interest rates. A second method is 
duration analysis, which deals with the “weighted average term to maturity of a 
bond’s cash flows, where the weights are the present value of each cash flow relative 
to the present value of all cash flows” (Dowd 2005, p. 5). Compared to gap analysis, 
duration analysis has the advantage of analyzing changes in values of the asset or the 






2.3 Interest Rates 
There are several kinds of interest rates in the economy. Barbara Friedberg (2015, p. 
138) defines interest rates for lending as “the compensation lenders (or consumers) 
receive from giving up their excess funds” and interest, which has to be paid for 
borrowing as “the amount charged to the individual or organization for use of the 
borrowed money.” Depending on the transaction, there are intermediaries like banks 
involved, which are compensated by a fraction of the interest rate. This leads to a 
difference in the interest rate of the borrower and the lender (Barbara Friedberg 
2015). 
Interest rates banks charge or pay their customers orient on basic base rates that are 
also called index rates. In the United States this is the Risk-Free Rate, which is the 
rate of return from investing in short-term U.S. Treasury securities. The interest rate 
on U.S. Treasuries depends on demand. During the financial crisis in 2008, it 
dropped sharply to 0.0% and until today it increased slowly to 0.3 %1, which is still 
really low compared to the maximum of 14% in 1970 and 1980 (Mankiw 2010). 
Another important interest rate is the Discount Rate, which is the rate at which 
banks can borrow money from the Federal Reserve (Fed). Due to special Basel III 
regulations, they have to keep a specific amount of money in reserve with the Fed 
(Sexton 2013). 
In Europe it is different. There are three important interest rates. The rate, at which 
banks can borrow money from the European Central Bank (ECB) for main 
refinancing operations, is called “Hauptrefinanzierungssatz”. In addition there 
exists the marginal lending facility and the deposit facility (Wienert 2008). 
	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  







The Federal Funds Rate is the rate at which American banks can borrow money 
among themselves usually for overnight loans. The federal funds rate is known as the 
most important interest rate in the United States, since it serves as an orientation for 
all other interest rates (Arnold 2014). 
The LIBOR, which means London Interbank Offered Rate, is one of the most 
important interest rates for everyday international trading. The British Bankers 
Association (BBA) in London sets it (Twomey 2012). 
The EURIBOR (Euro Interbank Offered Rate) is a similar kind of interest rate that 
describes the “floating index rate of the Euro money market” (Zagst 2002). 
2.4 Monetary Policy 
The Federal Reserve uses interest rates to conduct monetary policy and to influence 
the money supply in the economy. Monetary policy contains three major instruments, 
beginning with open-market operations. To increase the money supply, the Fed buys 
bonds from the public. To decrease the money supply, the fed sells bonds to the 
public. The second instrument is called reserve requirements. The Fed sets an 
amount that banks have to keep as a reserve with the Fed. By increasing the amount, 
the money supply goes down and by decreasing the amount the money supply goes 
up. The most important instrument concerning the topic of this research project is the 
discount rate that has already been explained earlier. The lower the Fed sets the 
discount rate, the more willing are banks to take loans from the Fed, which increases 
the money supply. By increasing the money supply the Fed wants to stimulate the 
economy, like it is the situation today. After the financial crisis, the economy fell into 
a recession that should be overcome by more investments and increasing productions. 





lowers the money supply. However, the Fed cannot control the money supply 
completely (Mankiw 2010). 
Monetary policy has also an impact on banks’ openness to risk. A low interest rate 
level can influence banks to make riskier investments in order to generate higher 
revenues (Abbate and Thaler 2015). 
2.5 Risk-Taking in the Banking Sector 
During the last years, the environment of the banking sector and the financial 
markets changed a lot. The most important changes are due to innovation and 
internationalization, which leads to more competition among financial institutions. 
The increase in non- and near banks2 makes it even more difficult for regular banks, 
to acquire new customers and keep existing ones. Already in the late 1980s, banks 
had to face a decrease in margins and an increase in capital requirements. To ensure 
future profits, banks had to come up with new strategies, fields of investment and 
instruments, which leaves the traditional function of a bank, lending money and 
taking deposits, only as a small and hardly profitable part of their whole business. 
Collecting fees has now become a major resource of revenues to the cost of the 
customers. However, entering new international markets with new possibilities and 
new financial instruments brings also more resources of risk. This increases the 
importance of risk management, which will be discussed in the chapter after next 
(Van Greuning and Brajovic Bratanovic 2009). 
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After analyzing the prior literature the following hypothesis can be set up: 
Hypothesis 1: Environmental changes lead to a shift in strategies and fields 
of investment for banks  
After the collapse of the Bretton Woods international monetary system in 1971, the 
financial world started to pay increasing attention to regulation, in order to protect 
the financial world from increasing risks. The Basel Accord in July 1988 was the 
first big movement in regulation. There are different institutions involved in 
regulation e.g. central banks or in the United States the Federal Deposit Insurance 
Corporation and in Europe the European Monetary Fund. Nowadays, the most 
important part of the international regulation is the Basle Accord, issued by the Basel 
Committee. Since its development in 1988, it has been steadily improving and 
extending, due to changes in the markets and new arising challenges (Gup 2000). 
The main aspects of the latest version of the Basel Accord, which is called Basel 
Accord III, are divided into three categories: Capital requirements, leverage ratio and 
liquidity requirements. Basel III has its mainly focus on the capital requirements, 
which should prevent banks from defaulting. Therefore, the minimum level of core 
Tier 1 capital was raised to 6% of risk-weighted assets. Capital is divided into two 
categories, Tier 1 and 2. Tier 1 capital includes equity capital and disclosed reserves, 
Tier 2 capital is the remaining capital, which is less easy to liquidate. It includes 
undisclosed reserves, revaluation reserves, general provisions/general loan-loss 
reserves, hybrid debt capital instruments and subordinated term debt. Basel III also 
introduced two new additional capital buffers. The first one is the capital 
conservation buffer of 2.5% of risk-weighted assets. The second one is the 





absorbing capital. The leverage ratio is set to 3%, which means that total exposure 
must not be higher than three times Tier 1 capital. The liquidity requirements are 
measured by the liquidity coverage ratio, which are high-quality liquid assets divided 
by total net cash outflows over the next 30 days. This ratio has to be above 100% 
(Choudhry 2012). 
After the financial crisis, risk management gained a lot more importance in the 
banking sector. The crisis indicates that risk management has not been taken serious 
enough, what means, it was inefficient. But since then, it has become a separate field 
of banking of very high importance to prevent a financial crisis and the connected 
losses to happen again (Bessis 2015). Every financial institution should have its own 
risk management policy expressed in the risk management policy statement, which 
describes the risk management strategy the institution is pursuing. The policy deals 
as a guideline for the employees and everybody involved (Ghosh 2012). There are 
two types of people managing risk in banks and financial institutions in general, 
regulators and risk managers. Bessis (2015 p. 2) defines the role of regulators as their 
“aim at enhancing the resiliency of financial firms and of the financial system in 
stressed conditions“ and risk managers “see their role as being accountable for 
identifying, assessing and controlling the likelihood and the consequences of adverse 
events for the firm” (Bessis 2015). 
The risk process consists of three main steps: Identification, Monitoring and 
Controlling of risk. It is based on different risk models that generate information on 
how to proceed and deal with risk management (ibid). To ensure a successful risk 
management process, delegations have to be clearly determined. The first step is to 
define a bank’s risk appetite, which states the amount of risk a bank is willing to take. 





of each one separately (Ghosh 2012). The next step is to determine limits for the 
highest possible loss connected to transactions and to determine delegations of 
decisions concerning risk. Banks create categories for all their transactions to get a 
better overview and to set appropriate limits and sub-limits for each category. 
Delegations allow risk managers to act within their jurisdiction and avoid long 
official channels and delayed decisions and reactions (Bessis 2015). 
A common risk management model in banking is the “Three Lines of Defense” 
Model. The first line is the line of business, which deals with the day-to-day risk 
management including identification, measurement and management. The second 
line is the central risk function, which is a department that receives reports from the 
first line and issues the risk discipline based on these reports. It is responsible for 
implementation and observation of the chosen risk strategy for the whole institution. 
The third line is corporate audit and compliance functions. Auditors from the 
institution and from outside monitor the whole risk management process and report 
to the highest committee involved (Bessis 2015). 
These findings lead to the second hypothesis: 
Hypothesis 2: Low interest rates do not increase banks’ openness to risk  
2.6 Summary of Literature Review 
The secondary research in the form of the literature review gives a general 
understanding of interest rate levels’ effects on banks’ risk-taking behaviour. 
Summarizing, it can be said that after the financial crisis the importance of risk 
management and regulations in the banking sector increased a lot. Interest rates are 
changing steadily. The reason for the current low interest rate level is still the 





to stimulate the economy by increasing the money supply, the Fed in the United 
States and the Central Bank in Europe decreased the leading interest rates to an all-
time low. This situation makes it difficult for banks to make profits. Profits from 
lending money and taking deposits do not lead to the desirable success anymore. 
Nowadays, fees are responsible for a large amount of banks’ income. The different 
kinds of risk, banks and other financial institutions have to face, are increasing due to 
changing environments, increasing competition and new financial instruments. 
Financial institutions have to enter new markets and must differentiate their product 
portfolio in order to remain competitive and to attract new customers. 
3. Methodology 
3.1 Introduction 
This chapter describes the research process of the thesis and its organization, 
beginning with the identification and justification of the topic, followed by the 
research approach and the procedure. The chosen methods and techniques including 
the collection of secondary and primary data, the research ethics as well as the 
analyzing process of the collected data and the presentation of the findings and are 
presented afterwards. The final part of this chapter deals with the strengths and 
limitations this research project has to deal with. 
The research process of this paper consists of a seven-step sequence devised by 
Howard and Sharp in Figure 3- 1 (1983, cited by Gill and Johnson 2010, p.9). 
3.2 Identification and Justification of the Topic  
The identification of a research topic is the beginning of every research paper. In 
Howard and Sharp’s seven-step sequence this procedure is divided into two steps: 





development of a focus. When choosing a topic it is important that it does match 
with personal interests, in order to motivate the researcher and prevent him from 
becoming unmotivated. Furthermore, complexity and difficulty, access to collected 
secondary and primary data, facilities and resources as well as expertise should be 
given by an appropriate research topic (Riley et al. 2000, Fischer 2010). 
The topic of this paper is the impact of interest rate levels on bank’s risk behavior. 
The current situation, in which the world is facing an all-time low interest rate level, 
makes it difficult for banks and other financial institutions to realize high margins. 
Consumers are affected positively and negatively because on the one hand they get 
cheap loans but on the other hand they only receive low interests on their savings. 
This indicates that the research topic is of general interest and is highly discussed, 
which ensures a great basis of research material. One part of the data that was used 
for this paper is a data provided by the Federal Reserve on its website. The other part 
is formed by interviews with representatives of different banks and financial 
institutions. It became obvious that the topic is very sensible, because most of the 
representatives did not want to give an interview. 
3.3 Research Framework 
The first step in constructing the framework of a research project is to identify a 
research philosophy. On the basis of the philosophy the decision of the research 
approach will be made and supported (Creswell 2014). Saunders et al. (2012, p.129) 
introduced the term research “philosophy” but there are lots of other expressions as 
well, for example Guba (1990, p.17) uses the expression “worldview” and describes 
it as “a basic set of beliefs that guide action”. There are four different philosophies 
that can be used for a research project: Positivism, Realism, Interpretivism and 





because it gives the researcher many opportunities of approaches, collections and 
analyses of data (Cherryholmes 1992). Along with the analysis of a data set, a few 
case studies were analyzed to get a more complex view on the topic. 
After the research philosophy has been identified, it helps the researcher to determine 
the research approach. There are three different approaches: quantitative, 
qualitative and the mix method approach. The quantitative approach is defined by 
Aliaga und Gunderson (2002) as an “explaining phenomena by collecting numerical 
data that are analyzed using mathematically based methods.” It is characterized by 
the quantification in collecting and analyzing numerical data (Bryman, Bell 2011). It 
is a deductive approach concentrating on the testing of theories and it comes from the 
specific to the general (Saunders et al. 2012, Bryman & Bell 2011). The quantitative 
approach can be further divided into inferential, experimental and simulation 
approaches. The inferential focuses on analyzing data sets of population 
characteristics by using surveys. The experimental approach focuses on the research 
environment by manipulation variables in order to study their effect on other 
variables. The last mentioned, the simulation approach, creates an artificial research 
environment (Kothari 2004). 
The qualitative research approach uses data containing words instead of numbers. It 
concentrates on analyzing reasons, opinions, attitudes, behavior and motivations by 
using group discussions, interviews and observations (ibid). Theories are generated 
by observations (inductive approach) starting with the specific and moving on to the 





For this research project, a mix of the quantitative and qualitative approach was used. 
The quantitative approach is represented by the analysis of a data set and the 
qualitative approach by different case studies.	  
Ethic is an important part of research today. It describes the relationship between the 
researcher and other people, which are involved in the research project. The 
researcher has ethic responsibility for three different groups. The first group is 
participants and respondents. This group includes thesis mentors and advisors, who 
give information to the researcher, but especially refers to managers and employees 
from companies who were interviewed for the case studies. The researcher is 
responsible for the retrieved information in the different ways. Some information 
must not be published and has to be kept secret; all the information given by the 
participants has to remain in its original way and must not be changed. The 
respondents’ rights have to be secured by giving sufficient information on the 
interview and the whole project and leave the participation to their discretion 
(Murthy and Bhojanna 2008). The second group is the people supporting the research 
by sponsoring or commissioning. Mutual respect, integrity and loyalty should be 
ensured. The last group is researchers in general, which should treat each other 
respectfully and honestly by providing correct data (Cameron and Price 2009). 
3.4 Formulate a Plan/Timeline 
Every research project starts with a plan to structure the whole process. It contains 
the different topics that should be covered as well as the way in which they are 
addressed and when this happens. If there are other people involved in the research, 
this should be mentioned in the timeline as well. Due to the limited time period for 
this research project, the setting of deadlines is very important and a timeline helps 





The present research project had to be prepared in the Fall Semester 2015, from 
August till January. The first step for this project was the identification of the topic, 
followed by setting up the structure and defining a time horizon for each step. 
Afterwards, the research process began by collecting and analyzing data and 
simultaneously writing the thesis. The greatest amount of time was spent on the 
collection of primary data in the form of interviews with representatives of different 
banks. 
3.5 Analytical Methods and Techniques 
The data collection for a research project consists of two kinds of data, secondary 
and primary data. “Secondary data is information that has been previously gathered 
for some purpose other than the current research project” (Wilson 2010, p. 36). There 
are several kinds of secondary data like books, government reports, newspapers, the 
Internet and published research reports. Secondary data is mentioned before primary 
data because it comes first in the research process. It gives the researcher overview 
and background information on the research topic (Wilson 2010). 
The secondary data for this research project consists mainly of books and academic 
journals due to the actuality of the topic. Additionally, data from Internet articles and 
homepages was used to get information on banks and their business. 
The other part of data next to secondary data is primary data, which is collected by 
the researcher itself (Wilson 2014). “Primary data are those which are collected 
afresh and for the first time, and thus, happen to be original in character.” (Kothari 
2004, p. 95) The most common tools to collect primary data are interviews, 
questionnaires and observations. Each of them has advantages and disadvantages and 





source of data because they are first-hand knowledge of the specific topic. The 
people, who are interviewed, are mostly experts in their business and therefore, 
provide high valuable information. Next to the positive aspects of interviews there 
are weaknesses like a high time exposure, the difficulty of getting the appropriate 
person and the danger of misinterpreting the answers (Kothari 2004). Questionnaires 
are a widely disbursed method of collecting primary data. They enable the researcher 
to gather data from lots of different adequate people at the same time at low costs. 
Low rates of return or inadequate answers are the negative side of questionnaires. 
Observations differ from interviews and questionnaires by providing information 
based on periods of time and not on one particular moment like answers in 
interviews or questionnaires. However, this method is cost and time intensive and 
brings the risk of occurrence of unforeseen factors and a misinterpretation of findings 
(Cameron and Price 2009). 
One part of the primary data for this research project has been obtained by statistical 
data from the Federal Reserve, including a data set. The other part is company 
specific information from their websites and from interviews with representatives of 
different banks. Due to the sensibility of the research topic the information retrieved 
from those interviews are not very meaningful, therefore, the main aspect lies on the 
information taken from the banks’ websites.	  
Data analysis means interpreting the results and drawing conclusions. There are 
different ways of analyzing data, which have to be chosen properly after data has 
been collected. (Panneerselvam 2014) In this research project the quantitative data, 
coming from statistical data from the Federal Reserve data, is analyzed and the 





represented by interviews and observations, was analyzed and the results were 
compared to the data from the literature review. 
3.6 Strengths and Limitations 
Every research project shows strengths as well as limitations, which have to be 
handled by the researcher. Due to the actuality of the topic, it	   was difficult to 
generate lots of data from the secondary research since there are not sufficient 
literature and data sets covering the topic. Because of this limitation the focus was set 
on the primary data collection in the form of interviews (Oliver 2014). 
As already mentioned, the topic of risk behavior is very sensible so that most of the 
representatives, who were asked for an interview, did not want to give a statement. In 
contrast to this, the researcher’s working experience in the banking sector and the 
former studies (Bachelor of Arts in Business Management with a focus on banking) 
in this field were beneficial to the data analysis and interpretation of the findings, 
which equalized the limitations mentioned before. 
4 Data Analysis and Interpretation of Findings 
4.1 Introduction 
This chapter presents the findings of the primary research for this research project. 
The primary research helps to collect data and information on banks’ risk behavior 
and credit philosophy on different interest rate levels. It deals with an analysis of 
statistical data about the credit market before, during and after the financial crisis. A 
data set, containing the results of the survey of consumer finances, has been used for  
empirical research. Additional information was retrieved from interviews with 
different banks on the present topic. The information, gained from the interviews, 





experts in the field. To give some more empirical aspects on the topic, empirical 
research on the survey of consumer finances has been conducted. After analyzing 
and interpreting the findings they are compared to the secondary research. 
4.2 Statistical Data on Macroeconomic Figures 
Reserves Requirements 
The financial crisis influenced the financial sector as well as the economy in total. As 
already explained in part 2.5 of this paper, more and stricter regulations, including 
money reserves to offset default risk, have been introduced for financial institutions. 
Table 4- 1 shows the development of the reserves in the United States, the amount 
that was required and the amount that was actually kept by banks. Before the 
beginning of the financial crisis in 2009 banks kept slightly more reserves than 
required with about 41 billion dollars. During the crisis in 2009, the required amount 
rose about 20 billion dollars whereas the actual amount kept was 26 times as high as 
in 2007. This big increase indicates the insecurity and fear of the banks for further 
defaults. Until today, the actual amount as well as the required amount is still rising 
(Federal Reserve 2015 a).  
A different scenario took place in Europe (see Table 4- 2). Requirements have 
already been a lot higher before the crisis with about 196 billion of euros and they 
slightly rose during the crisis. Until this time, the required and the actual amount that 
was held were almost equal. In 2012, the requirements were lowered again to 106 
billion euros, whereas the amount the banks kept rose to around 500 billion euros. 
Until today, the required amount slightly rose and the actual amount slightly dropped 





An explanation for this contrary scenario can be the financial difficulties of countries 
in southern Europe like Greece, Spain and Italy. With a decrease in the reserve 
requirements, they have liquidity to work with. Another intention of the ECB can be 
to stimulate the economy by providing liquidity to banks and encourage them to 
make investments and give out loans.  
Borrowings from the Federal Reserve 
If banks need money to meet their reserve requirements or if	  the demand for loans is 
higher than their money stock, they can borrow money from the Federal Reserve at 
the Discount Rate. As the table 4- 3 shows there was a huge increase in borrowings 
from the Federal Reserve from 2007 to 2009. The amount in 2009 was 1,000 times as 
high as two years before, which underlines the struggle banks had to face during the 
crisis. After 2009 borrowings decreased again and are even lower today than before 
the crisis (Federal Reserve 2015 a). 
Money Supply 
After the financial crisis the economy had fallen into a recession and in order to 
stimulate the economy again, the Fed increased the money supply and lowered the 
interest rates. A proof for this scenario is illustrated in Table 4- 4. Before the crisis in 
2007, the monetary base was around 800 billion dollars, increased by around 1 
billion dollars in 2009 and is still increasing. Today in 2015 the monetary base is 
about 4,000 billion dollars, which is five times the amount of 2009 (ibid). 
Table 4- 5 shows the monetary base in Europe. Since 2007, it is continuously 
increasing from around 9,000 billion euros to 11,000 billion euros today. This shows 
that the central bank in Europe wants to stimulate the economy as well and hopes to 





4.3 Statistical	  Data	  on	  Financial	  Institutions	  	  
Balance Sheets 
In order to see the effects on financial institutions’ balance sheets, statistical data has 
been analyzed. Both, the assets as well as the liabilities of banks are looked at 
separately. The following data is taken from the Federal Reserve’s website. Every 
week the H.8 releases data presented as an estimated balance sheet for all 
commercial banks in the United States. In addition, there are also balance sheets on 
different bank groups. For this paper, the data on commercial banks in the United 
States and on foreign-related institutions, which include e.g. agencies of foreign 
banks, is used (Federal Reserve 2015 b). 
Assets 
Tables 4- 6 and 4- 7 show the total assets of commercial banks in the United States 
and the total assets of foreign-related institutions before, during and after the 
financial crisis as well as the most recent number of today. In addition, the number of 
total assets that accounts for bank credit, which are the loans banks issued to 
customers, is presented. The total assets of commercial banks in the United States 
have been steadily rising, even during the financial crisis. However, the amount of 
bank credit remained almost stable during the first and most intense years of the 
financial crisis. After the crisis in 2012, it began to rise again and it is still continuing 
today (Federal Reserve 2015 c). 
The total assets of foreign-related institutions have also been rising even during the 
crisis, but at a very low rate between 2007 and 2009. In these years, the amount 





by about 300 billion dollars. Afterwards, it slowly recovered till 2012 and from that 
point it has been increasing at a higher rate (Federal Reserve 2015 c). 
In Europe, the situation was almost the same. Assets rose steadily during the crisis, 
but are decreasing since 2012. The amount of loans issued to customers made the 
same development, which can be seen in Table 4- 8 (European Central Bank 2015 c). 
The latest drop in assets, caused by the decline in issued loans, shows that the 
monetary policy used by the ECB is not working. They are pumping money into the 
economy, hoping that banks issue more loans to overcome the recession.  
Liabilities 
Tables 4- 9 and 4- 10 present the total liabilities of commercial banks in the United 
States and of foreign-related institutions. To give a more complex view of the 
liability situation, the amount of customer deposits and borrowings from the bank 
itself are shown as well. The total liabilities have been steadily increasing since 2007 
until today. This rise was mostly driven by the increase in people’s deposits because 
borrowings have been declining from 2007 till 2012. Afterwards, they have been 
beginning to rise again until today. The decrease in borrowing shows that it was 
difficult for banks to borrow money during the financial crisis. Most of the 
institutions as well as the customers were insecure and confidence was low. Another 
reason for the decrease in borrowing can be the decrease and stagnation of the 
number of issued loans to customers. If there is not a high demand for money, banks 
do not need to borrow money somewhere else, because they still have money from 
the customers’ deposits (Federal Reserve 2015 c). 
The total liabilities of foreign-related institutions have also been steadily rising from 





increased in the beginning but after 2009, they began to decline and started rising 
again in 2012. The amount of borrowing remained almost stable between 2007 and 
2012 before it has been rising after 2012 again. This is a similar scenario as the one 
of the commercial banks. Borrowings stagnated as well due to a decrease in issued 
loans (Federal Reserve 2015 c). 
Table 4- 11 shows that liabilities of European banks rose steadily till 2012 before 
they started dropping slightly until today. The amount of liabilities that accounts for 
people’s deposits, but mostly in assets with short-term maturities, is steadily rising 
due to growing confidence in the banking sector.  This indicates that a decline in 
total liabilities is caused by a reduction in banks’ borrowings, which shows again that 
the monetary policy is not working properly (European Central Bank 2015 c). 
Credit Business 
Table 4- 12 gives an overview on outstanding consumer credits in the United States 
in total and the part that is issued by depository institutions and finance companies. 
Consumer Credit consists of revolving and not revolving credits for household, 
family and other personal expenditures, but no real estate secured loans (Federal 
Reserve 2015 d). 
The total amount of consumer credit did not change a lot in times of the financial 
crisis. There was a small decrease from 2007 to 2009, but afterwards the amount 
increased again and is still continuing. Consumer credit issued by depository 
institutions even increased slightly during the crisis. Finance companies issued 
consumer credit at a similar rate to the total amount but since 2012, the rate is hardly 






Charge-Off and Delinquency Rates 
The Federal Financial Institutions Examination Council provides quarterly 
Consolidated Reports of Condition and Income, which deal as the basis for the 
calculation of different rates regarding loans issued by commercial banks. Therefore, 
all commercial banks have to file a call report to the Council every quarter. For this 
paper, only the charge-off rates and the delinquency rates are used to illustrate the 
credit market situation before, during and after the financial crisis (Federal Reserve 
2015 f). 
The Federal Reserve defines charge-off rates for any kind of loan as “the flow of a 
bank’s net charge-offs (gross charge-offs minus recoveries) during a quarter divided 
by the average level of its loan outstanding over the quarter” (Federal Reserve 2015 
f). Table 4- 13 shows the charge-off rates for real estate loans in general and for 
residential loans as a specific part of real estate loans. Furthermore, the charge-off 
rates for the overall consumer loans as well as the rates of its component credit card 
loans are shown. With the beginning of the financial crisis, the charge-off rates for 
real estate loans, in general, increased a lot. In 2009, the rate is thirteen times as high 
as in 2007. Afterwards, the rate declined again and has almost reached the same level 
today as before the crisis. The same happened with residential loans, which are 
nowadays still almost double as high as before the crisis (Federal Reserve 2015 g). 
Consumer loans, which tend to have higher charge-off rates than real estate loans 
anyways, performed in a similar way to real estate loans. The only difference is that 
they recovered better and their rate today is even only one-third of the rate before the 
crisis. Credit cards, as a part of consumer loans, have the highest charge-off rates and 





The Federal Reserve defines the delinquency rate for any kind of loan as “the dollar 
amount of a bank’s delinquent loans in that category to the dollar amount of total 
loans outstanding in that category” (Federal Reserve 2015 f). Table 4- 14 depicts the 
delinquency rates for real estate loans in general and for residential loans as a 
specific part of real estate loans. Furthermore, the delinquency rates for the overall 
consumer loans as well as the rates of its component credit card loans are presented. 
Real estate loans’ delinquency rates increased at a high rate during the financial crisis. 
In 2009, the rate was four times as high as in 2007 and till 2012 it still increased. 
Afterwards, it declined again but is still at a higher level today than before the crisis. 
Residential loans made the same performance. The difference between the 
development of the delinquency rate and the charge-off rate for real estate loans is 
that the delinquency rate is still rising till 2012 whereas the charge-off rate already 
declined after 2009 (Federal Reserve 2015 h). 
The number of delinquent consumer loans increased to around one and a half of the 
amount of the rate of 2007 in 2009. The decrease started after 2009 and the actual 
level is even lower than before the crisis. The same happened to credit card loans, 
which have generally higher delinquency rates, but are now on almost the same level 
as consumer loans in general (ibid). 
4.4 Statistical Data on Interest Rates 
As already mentioned before, after the financial crisis the world economy ran into a 
recession. The Fed responded with decreasing interest rates to an all-time low in 
order to stimulate the economy and increase the money supply. Table 4- 15 shows 
the development of three important interest rates in the United States before, during 
and after the financial crisis. Before the crisis in 2007 the Federal Funds Rate, the 





progress of the crisis, it dropped sharply to 0.15% in 2009 and even halved in 2012. 
Since then, the Federal Funds rate has been slightly recovered to 0.11% today 
(Federal Reserve 2015 i). 
As an example for interests on savings, the rate on treasury bills for 6 months has 
been chosen. Before the crisis people received almost 5% for purchasing government 
securities, whereas two years later they only received 0.30%. The rate dropped even 
more till 2012 to a similar level as the Federal Funds rate at 0.07% and today it is 
almost still at the same level (ibid). 
Low interest rates are beneficial for taking loans, because money is cheap. Before the 
crisis, the interest, people had to pay on conventional mortgages, was about 6%. 
Since then it has been consistently decreasing to a rate of 3.71% today (ibid). 
In Europe, the interest rates changed in a similar way to the United States (see Table 
4- 16). The interest rate for main refinancing operations fell sharply from 4% before 
the crisis to 0.05% in 2015. The marginal lending facility performed similarly. The 
deposit facility dropped from 3% to a negative number of -0.30%, which means that 
banks have to pay if the one to store money overnight with the ECB (European 
Central Bank 2015 d). 
From the statistical data analyzed in this chapter so far hypothesis 2 can be 
strengthened: it can be concluded that banks’ openness to risk does not increase with 
decreasing interest rates. The number of loans issued increased due to low interest 
rates, which makes it less costly for consumers to lend money. The fact that low 
interest rates are the only reason for the increasing number of loans is supported by 
the charge-off and delinquency rates. Those rates decreased since the financial crisis, 





of interest rates and gave loans also to people who are financially weak and are 
usually not eligible for getting a loan, delinquency rates would rise.  
4.5 Sample Companies 
Nordrheinische Aerzteversorgung 
The Nordrheinische Aerzteversorgung (NAEV) is an institution of the Aerztekammer 
Nordrhein and was established in 1958. Its purpose is to provide its members and 
others adequate insurances in fields like pension schemes, occupational disability and 
survivors’ benefits. Their members, who are doctors and physicians, pay a monthly 
premium to receive the benefits when they are retired. The money, the institution 
receives from fees, is invested or given as loans to people in connection with partner 
banks (Nordrheinische Aerzteversorgung 2015 a). 
When looking at the numbers from the balance sheet of NAEV (Table 4- 17) it can 
be seen that the number of loans issued to customers was not affected by the 
financial crisis (Nordrheinische Aerzteversorgung 2015 b). Lots of banks and 
financial institutions left the market because of financial problems and instability, 
NAEV did not. They remained in the market and picked customers with an excellent 
rating so that the number of issued loans increased. Another reason is that Europe 
was not affected in the way the United States were by the financial crisis (Schmidt 
2015). 
The representative of Nordrheinische Aerzteversorgung mentioned that the crisis 
affected their business in two ways: Because of low interest rates, their interest 
margins decreased and competition became tougher. For this company the decrease 
in interest rates is especially challenging because they are subject to an objective of 





retirement benefits to their customers. Customers have become less loyal, because 
they try to generate the highest possible return on their investments and pay the 
lowest possible interest on their mortgages. In addition, they have also become more 
sensible towards costs, due to new regulations that prohibit banks from charging 
certain fees as for example processing fees. In order to compensate the decreasing 
revenue from margins of their business with customers they are entering new 
business fields. At the moment, it is very popular to invest in infrastructure projects, 
since they are still generating high returns due to the uncertainty that nobody knows 
in which direction those projects will develop. This shows that they are taking more 
risk but only in this sector. In their business with private clients, they have become 
more careful in the recent years because scoring and rating have been intensified and 
there are more standards that have to be fulfilled than before. Risk management 
gained more importance than before the crisis and the operating areas are more tested 
on risk and return (Schmidt 2015). 
Volksbank Erkelenz eG 
The Volksbank Erkelenz eG is a regional cooperative bank based in Erkelenz, 
Germany. It has 206 employees, total assets of 658 million euros and a volume of 
costumer deposits of 1,404 million euros for the financial year 2014. Since the 
Volksbank Erkelenz eG is a regional cooperative bank, people can buy stakes of the 
cooperative and become a member. The bank mainly focuses on the welfare of their 
members and follows the general principle of a strong community. Every Volksbank 
is a regional bank, which means that its operating area is limited to a specific region. 






The balance sheets of the Volksbank Erkelenz eG give an overview on the 
development of their financial situation. Table 4- 18 shows the values of loans issued 
to customers and other financial institutions. Before the financial crisis in 2007, the 
Volksbank Erkelenz eG issued loans with an amount of 340 million euros to their 
customers. With the beginning of the crisis, this amount slightly fell by 8 million 
euros. Since then the amount has been increasing and reached a level of 375 million 
euros in 2014. This underlines again the coherence between decreasing interest rates 
and increasing amounts of loans (Volksbank Erkelenz 2015 b). 
Before the crisis, no loans were issued to other banks, because they were well 
positioned and did not need extra money. During the crisis banks got into trouble and 
needed money in order to prevent a default. This is one of the main reasons for the 
increase in the amount of issued loans to financial institutions. After the crisis, the 
amount has been starting to decrease again since financial institutions are recovering 
again (ibid). 
The other side of the balance sheets of the Volksbank Erkelenz eG shows their 
liabilities. This project only focuses on deposits made by customers and the deposits 
made by other financial institutions. The amount of deposits made by customers has 
been steadily rising since 2007 and seems not been influenced by the crisis and the 
change in interest rates, see Table 4- 19 (ibid). 
One reason for this increase can be the fact that since the crisis, people start 
spreading their deposits between different banks due to uncertainty and the fear of 
another crisis, which could lead to defaulting financial institutions. All Volksbanks 
tend to be secure and were not as much affected by the crisis as big international 





The next step is to take a look at the profits and losses of the Volksbank Erkelenz 
during the last years, shown in Table 4- 20. Since 2009, their interest surplus has 
been steadily decreasing from 12 million euros in 2009 to 4 million euros in 2014. 
This clearly shows the decrease in margins due to the decrease in interest rate levels. 
However, the balance sheet profits and the annual net profit has been remaining 
stable during the years, which proofs that the Volksbank Erkelenz found different 
ways to offset the decrease in margins (Volksbank Erkelenz 2015 b). 
The CEO of the Volksbank Erkelenz eG said in an interview that they are 
experiencing a higher sensitivity for risk and more regulations. Customer acquisition 
has become much harder due to increasing competition and customer loyalty has 
decreased. The most important point is that they have not changed their behavior 
towards issuing loans to financially weak people. This supports the findings from the 
analysis of the Federal Reserves data, the information from the other interview and 
hypotheses 1 and 2. The strategy they use to offset the decreasing revenues from the 
decreasing margins is to promote their mission statement on integral consultation and 
the fact that they are a “Genossenschaftsbank” (cooperative bank), which emphasizes 
their unique selling point. In addition to this, they are running a tight cost and 
efficiency management (Luxem 2015). 
4.6 Survey	  of	  Consumer	  Finances	  
Since it is hardly impossible to find a data set that deals with banks’ risk situation 
and the factors that influence it, the survey of consumer finances has been used to do 
some empirical analysis. Although it looks on the side of consumers it supports the 
question, this research paper addresses, because the consumers’ financial situation 





This paper compares data from the survey of consumer finances of 2007 and 2013 to 
show the effects the financial crisis had on their financial situation.  
The Survey of Consumer Finances (SCF) is a survey conducted by the Federal 
Reserve Board considering the different aspects of U.S. households’ finances such as 
family income, debt and net worth. It is based on balances sheets, pensions, income, 
demographic characteristics as well as surveys of pension providers and earlier 
surveys of the Federal Reserve Board (Survey of Consumer Finances 2007). 
The Data 
With the data used in the survey a subset of the household unit “primary economic 
unit” (PEU) is represented. One PEU is composed of “an economically dominant 
single individual or couple (married or living as partners) in a household and all 
other individuals in the household who are financially interdependent with that 
individual or couple.” (Codebook 2007) Variables that have been collected for each 
individual separately are employment, pension and demographic characteristics 
(Codebook 2007). 
The base of the SCF is a dual-frame sample design: a standard multi-stage area-
probability design and a list of sample from statistical records (the Individual 
Research Tax File). The standard multi-stage area probability covers 2,915 cases of 
the interview and should ensure good coverage of characteristics, such as home 
ownership, that are common and widespread among the population. The list of 
sample from statistical records is deducted from the tax data by the Statistics of 
Income Division of the Internal Revenue Service (SOI) and is made for 






A value of zero indicates that the item in the question is inapplicable, for example: 
“if a family does not have a checking account, then the number of checking accounts 
they own would be coded as a zero”. (Codebook 2007) If zero is a valid response the 
value of -1 is used (Codebook 2007). 
There have also been variables containing a missing value code been used. To near 
the distribution of the data that is left out, a multiple imputation procedure has been 
used which gives five values for each missing value. So the number of observations 
(22,105) is five times the number of interviews. This procedure was used because the 
by the use multiple imputations you get also multiple outputs which leads to a more 
sufficient estimation. Another positive aspect is possibility to create straightforward 
estimates of the degree of uncertainty related to the missing information (ibid). 
If applying simple statistics e.g. means the outcome should be divided by five. For 
more complex statistics e.g. regressions, each of the five implicates will probably be 
treated as an independent observation so that the results will have a higher 
statistically significance. If calculating regression estimates the dependent and 
independent variables should be averaged or the standard errors be multiplied by the 
square root of five (ibid). 
Another factor that is important to consider while interpreting the results of the 
survey is the weight, since the SCF is not an equal-probability design. “The main 
data set contains the final nonresponse-adjusted sampling weights to compensate for 
unequal probabilities of selection in the original design and for unit nonresponse 
(failure to obtain an interview). The weight is a partially design-based weight 
constructed at the Federal Reserve using original selection probabilities and frame 
information along with aggregate control totals estimated from the Current 





their distributions and can only be applied to a small part of the sample, which 
indicates that estimates of their characteristics can be distorted by outliers (Codebook 
2007). 
Analysis 
This paper concentrates on the analysis of four different factors affecting households’ 
financial situation.  
Table 4- 21 shows that income of total households dropped from $80,825 in 2007 to 
$60,872 in 2013. Dividing the households into different groups it can be seen that the 
people with the highest income for the crisis had to suffer the biggest lost in income.  
Households’ net worth fell by more than 50% after the financial crisis and people 
younger than 20 even had a negative net worth in 2013 (see Table 4- 22).  
Looking at the liquidity levels in percentiles, in Table 4- 23, the overall level 
increased after the crisis. This indicates that people lost their confidence in financial 
institutions after the crisis. They tend to invest their money in liquid assets. Another 
reason are the low interest rates after the crisis. People do not receive high returns on 
investments and therefor avoid investments and keep their liquidity or spend their 
money. However in recent years people start to increase their deposits with banks but 
concentrate on assets with short maturities, preferable savings accounts. This 
correlates with the increasing liabilities of banks, which mainly consist of consumer 
deposits. 
The households’ debt levels were affected by the crisis as well, shown in Table 4- 24. 





downgraded after the crisis. However the debt to income ratio decreased after the 
crisis because the decrease in debt was higher than the decrease in income.  
From the simple statistics in table 4- 25 it can be seen that age, education and race	  
have a major impact on households’ debt. With the help of logit and probit 
regressions, the probability of a household having debt is analyzed. In the models a 
dummy variable for having debt was used as the dependent variable. As independent 
variables the following have been used: a factor of the head of the household’s 
gender, a factor of his age category, a factor of his education level, a factor of his 
marital status, a factor of his race, amount of kids and a factor of participation in 
labor force. The results in Table 4- 25 show that the regressions agree with the 
simple statistics that age, education and race have a major impact on households’ 
debt.  
To proof the accuracy of the model two scenarios with two different households have 
been created. The first scenario includes a household where the head of the 
household has the following characteristics: age is greater than 75, is not married and 
is non-white or Hispanic.  The aforementioned scenario shows that there is an 8.25% 
chance that the aforementioned household would have debt (see Table 4- 26). 
Scenario two includes a household where the head of the household has the 
following characteristics: female, age of 35-44, some college, has kids and is in the 
labor force.  The aforementioned scenario shows that there is an 84.90% chance that 
the aforementioned household is in debt (see Table 4- 26). 
The comparison of the different aspects of consumer finances shows that they were 
hit substantially by the crisis but are recovering now. Economic predictions for the 





positively as well. As consumers’ financial situations are improving in the next years, 
banks’ financial situations will do so too and the other way round. There is a close 
relationship between those two. If consumers are in a bad financial situation they do 
not have any money to invest, they only want to take loans. This means for banks on 
the one hand that they cannot gain any revenues in the investment business with 
customers but on the other hand that there is a high demand for loans which leads to 
profits in this business area.  
4.7 Summary of Primary Research 
After completing the secondary and the primary research it can be said that the 
findings in the primary research support the findings from the secondary research. 
The analysis shows that the low interest rates lead to decreasing margins. The 
decrease in margins forces financial institutions to find new ways to generate 
revenues. The most common way is to enter new business fields, which are 
generating more revenues than the regular business with private customers. This 
leads to a bit more risk on the one hand because the operating areas that generate 
more revenues are a riskier than the business with private customers. On the other 
hand, there is no increase in risk-taking in the private business, because there have 
been lots of new standards and regulations been introduced in the past. Scoring and 
rating gained more importance as well as risk management in general. Another 
upcoming challenge is the rise in competition. This challenge can only be handled if 
banks and financial institutions, in general, continue improving and innovating their 





5 Conclusion and Recommendations 
5.1 Conclusion 
This research project was prepared to analyze the impact of interest rate levels on 
banks’ openness to risk. Special attention was paid to the current low interest rate 
level. This last part of the thesis concludes all the findings and connects the findings 
to the aims and objectives that were set up in the introduction.  
The first aim of this research paper is to determine the financial institutions’ current 
environment and its changes. The current environment of financial institutions is 
characterized by low interest rates and increasing competition. The decrease in 
interest rates was caused by the financial crisis, beginning with a mortgage crisis in 
the United States in 2007. Afterwards, it developed into an economic crisis affecting 
the whole world. To overcome the crisis, the Federal Reserve in the United States 
and the Central Bank in Europe decreased interest rates to stimulate the economy and 
overcome the recession. The second important characteristic of the current 
environment is the increase in competition due to the emergence of more and more 
non- and near-banks. 
The second aim, this research paper tries to achieve, is the identification of the risks, 
financial institutions have to face. The secondary research states that there are four 
important risks: credit, market, liquidity and interest rate risk. Each of them is 
measured in a different way. This paper focused on credit risk and found out that 
credit risk is becoming more and more important. Due to an increasing number of 
financial products, credit risk is more complex than years ago and should be seen as 
part of the whole risk management instead of considered separately. 
Analyzing the impact of interest rates on financial institutions’ daily business is the 





by the information from the interviews with representatives of the sample companies, 
because they give their personal opinion and are working in the business every day. 
They are saying it is challenging to acquire new customers and keep existing 
customers, because they have become more sensible to prices and there are more 
competitors, which are trying to poach customers. Moreover, it is much harder to 
generate revenues, due to the low margins from low interest rates. To ensure 
revenues, they have to enter new business fields, which are more profitable than the 
regular private banking business and develop new strategies. These aspects prove 
hypothesis 1. 	  
The essential part of this paper is aim number four, which is the analysis of the 
correlation between interest rates levels and risk behavior. From the statistical data, 
taken from Federal Reserve’s website, it has been found out that there risk is not 
increasing with low interest rate levels. Since the beginning of the crisis, the number 
of issued loans and mortgages increased due to the low level of interest rates. It is 
cheaper for customers to lend money when interest rates are low. Simultaneously, 
charge-off and delinquency rates decreased, which shows that banks are more critical 
in issuing loans. This has also been confirmed by the interviews, in which the 
representatives stated that scoring and rating for customers have been intensified. 
The secondary and primary researches coincide in their information and findings. 
The fundamental aspect that has been found and that supports hypothesis 2 is that 
interest rate levels do not have an impact on banks’ openness to risk when 
considering the private banking business. 
5.2 Companies Recommendation 
After analyzing the topic and coming up with the above-mentioned conclusion, it is 





influenced and limited by standards and regulations that have to be obeyed. It is not 
possible to say whether a company should take more risk or less in order to generate 
revenues because in almost every case it is not a company specific decision. It is 
predetermined by scorings and ratings, considering the credit business. Of course, 
they can decide whether to make risky investments or not, but they still have to 
consider the requirements they have to meet, which will influence their decisions on 
risky investments. What can be said is that it is essential to keep improving and 
innovating to satisfy the needs of the customers in order to stay competitive. 
5.3 Further Research Recommendation 
At the end of this paper, some recommendations for further research on the impact of 
interest levels on banks’ openness to risk are given. They include the researcher’s 
experience from conducting this research project and the limitations mentioned in the 
methodology. 
The research project has been successfully completed with drawing a conclusion on 
interest rate levels’ impact on banks’ risk-taking behavior. 
The research could have been done more explicitly, if there were no limitations in 
space and time. It was not possible to interview more representatives and analyze 
more statistical data. Further, researchers analyzing the same topic should try to 
interview representatives of different companies, ideally from different kinds of 
financial institutions and different countries. 
Another aspect that limited the amount of information gathered from interviews is 
the sensitivity of all topics connected to risk in the financial sector. The financial 





new. Further research projects that want to gather more company specific 
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Table 4- 2: Reserves in Europe (European Central Bank 2015 a) 
	  
	  
Table 4- 3: Borrowings from the Federal Reserve (Federal Reserve 2015 a) 
	  
 
Table 4- 4: Development of the Monetary Base (Federal Reserve 2015 a) 
	  
	  
Table 4- 5: Development of the Monetary Base in Europe (European Central Bank 
2015 b) 
Monetary Base in Europe 
(in EUR billions) 
    2007 2009 2012 2015 
Total  8,642 9,335 9,741 10,839 
 




2007 2009 2012 2015
196,0 211,2 509,9 493,8




2007 2009 2012 2015
0.254 265 1.466 0.194
Borrowing from the Federal Reserve
(in billions of dollars)
Total 
2007 2009 2012 2015
828 1,935 2,611 4,060
/ / / 2,668
/ / / 1,392





2007 2009 2012 2015
Assets 10,629 11,807 12,828 15,524
Bank Credit 9,063 9,043 9,819 11,505
Assets of Commercial Banks





Table 4- 7: Assets of Foreign-Related Institutions (Federal Reserve 2015 c) 
	  
	  
Table 4- 8: Assets of Commercial Banks in Europe (European Central Bank 2015 c) 
	  
	  
Table 4- 9: Liabilities of Commercial Banks (Federal Reserve 2015 c) 
 
	  
Table 4- 10: Liabilities of Foreign-Related Institutions (Federal Reserve 2015 c) 
	  	  	  	  	  	  	  	  	   	  
	  
Table 4- 11: Liabilities of Commercial Banks in Europe (European Central Bank 2015 
c) 
 
2007 2009 2012 2015
Assets 1,321 1,392 1,771 2,388
Bank Credit 1,135 833 850 1,039
Assets of Foreign-Related Institutions
(in billions of dollars)
2007 2009 2012 2015
Assets 21,414 24,154 27,159 25,682
Bank Credit 9,713 10,837 11,188 10,579
Assets of Commercial Banks in Europe
(in EUR billions)
2007 2009 2012 2015
Liabilities 9,507 10,534 11,342 13,860
Deposits 6,566 7,641 8,974 10,965
Borrowings 2,210 1,996 1,559 1,893
Liabilities of Commercial Banks
(in billions of dollars)
2007 2009 2012 2015
Liabilities 1,326 1,409 1,764 2,394
Deposits 991 1,005 855 1,124
Borrowings 563 581 583 822
Liabilities of Foreign-Related Institutions 
(in billions of dollars)
2007 2009 2012 2015
Liabilities 21,414 24,154 27,159 25,682
Deposits 8,301 9,941 10,848 11,064






Table 4- 12: Consumer Credit (Federal Reserve 2015 e) 
	  
	  
Table 4- 13: Charge-Off Rates (Federal Reserve 2015 g) 
 
 
Table 4- 14: Delinquency Rates (Federal Reserve 2015 h) 
 
 





2007 2009 2012 2015
2,555 2,479 2,923 3,481
804 855 1,219 1,383
584 488 680 688





2007 2009 2012 2015
0.12 1.57 1.12 0.17
0.14 1.79 1.37 0.26
2.32 4.78 2.65 1.78







2007 2009 2012 2015
1.77 7.18 8.24 3.99
2.03 7.85 10.33 6.16
2.93 4.69 2.94 2.01







2007 2009 2012 2015
5.25 0.15 0.08 0.11
4.95 0.30 0.07 0.08










Table 4- 16: Development of the most important Interest Rates in Europe (European 
Central Bank 2015) 
 
 
Table 4- 17: Assets of NAEV (Nordrheinische Aerzteversorgung 2015 a) 
 
 
Table 4- 18: Assets of the Volksbank Erkelenz eG (Volksbank Erkelenz 2015 b) 
	  
	  








2007 2009 2012 2015
5.00 1.75 1.5 0.3
4.00 1.75 0.75 0.05





Interest Rates in Europe
2007 2009 2012 2014
1,516 1,570 1,622 1,601Loans to Customers
Assets of NAEV
(in millions of euros)
2007 2009 2012 2014
340 332 359 375
/ 76 59 29Loans to Fin. Institutions
Assets of Volksbank Erkelenz eG
(in millions of euros)
Loans to Customers
2007 2009 2012 2014
384 415 468 497
/ 81 107 71
609 626 664 658Balance'Sheet'Total
Liabilities of Volksbank Erkelenz eG
(in millions of euros)
Deposits by Customers









Table 4-21: Comparison of Median Income in 2007 and 2013 (Survey of Consumer 
Finances 2007) 
 
2007 2009 2012 2014
12 11 8 4
/ 1 1 1




Profits and Losses  of Volksbank Erkelenz eG

































































! 0:20! 21:40! 41:60! 61:80! 81:100!
Liquidity!
! ! ! ! !2007! $217.00! $2,374.60! $10,130.00! $45,178.00! $1,834,500.00!





Characteristics!Of!Households! 2007! 2013! 2007! 2013!
Percentiles!
! ! ! !0E20! 0.00! 0.00! 0.00! 0.00!
21E40! 0.00! 0.02! 0.00! 0.05!
41E60! 0.11! 0.12! 0.49! 0.39!
61E80! 0.33! 0.40! 1.37! 1.29!






Table 4- 25: Debt Regression Results (Survey of Consumer Finances 2007) 
 
 



















































E-Mail Responses to Interview Requests 
Appendix II a 
 
“Dear Ms. Schmidt, 
Thank you very much for your request and your interest in Deutsche Bank. 
We are receiving lots of requests for participation in different researches/master 
theses/questionnaires. Due to capacities, we are not able to fulfil all of these requests. Since 
we do not want to conduct an evaluation, we decided not to participate. 
We appreciate your understanding and wish you every success. 
Regards,  














Thank you for your E-Mail to Postbank. I forwarded your request so that it will be processed 
as quickly as possible. At the moment we are receiving lots of requests. Because of this, it 
can take a bit longer. Of course you will get your individual response to your request. If there 
are any questions, the division will contact you. In order to protect your personal details, you 
will receive your response: 
• as a letter or 
• in your electronic inbox when logging in to your Online-Banking. 
 
If you do not want to wait for our response until then, take a look at our FAQ on our 
homepage. There you will find answers to lots of questions. 
Important: We are processing your request with the following number: 11631437. Please 
have this number ready for further questions. 
Regards,  













“Dear Madame Schmidt, 
Thank you for your E-Mail from November 12th, 2015, 9:03pm. 
I recommend you to contact our department in Erkelenz: 
Koelner Strasse 12 
41812 Erkelenz 
Tel.: 02431 / 9625 – 0 















My name is Nathalie Schmidt, 25 years old, and I am student at the City College 
New York. I am doing my Master degree in Economics and I will finish my studies 
with submitting my thesis in December 2015. 
 
Research title 
The title of my research project is: ‘What is the Impact of Interest Rate Levels on 
Banks’ Openness to Risk? – A Study Under Special Consideration of the Current 
Low Interest Rate Level. 
 
Interview 
This Interview is being conducted as part of the research project about interest rates’ 
affect on banks’ risk-taking behavior and should help to collect specific and primary 
data on companies of the financial sector. The interviewee should give his/her 
perception of the impact of interest rates on the bank’s behavior towards risk-taking 
from the view of an expert. 
The results of this and other interviews with different experts will be analyzed, 
construed and demonstrated in the research project. 
 
Confidentially Statement 
The interviewee can decide whether to stay anonymous or to be mentioned in the 
research project in relation to his/her company. All data that will be collected will be 
treated and kept confidentially. The interviewee is free to withdraw from the 
interview at any time without a reason. 
 
Contact details 
Researcher/Interviewer: Nathalie Schmidt 
Phone: +1 347 759 8238 
Email: nathalieschmidt06@web.de	  








Appendix III a 
Interview (Schmidt, 2015) 
Company: Nordrheinische Aerzteversorgung 
Interviewee: Peter Schmidt (Mortgagae Department) 
1. How did your business change since the financial crisis in 2008? 
 
The financial crisis affected our business in several ways, only negative of course. 
Because of the financial crisis, interest decreased a lot because the Central Bank 
wanted to increase the money supply in order to stimulate the economy. This means, 
the Central Bank wanted to encourage people and companies to invest, to overcome 
the recession. Another point that changed with the crisis is competition. Due to low 
interest rates, competition became tougher and the interest margins decreased. 
2. What is the impact of the current low level of interest rates on your 
business in general? 
 
Due to the current low interest rates level it is much harder to generate returns. This 
is especially a challenge for financial institutions, such as the Nordrheinische 
Aerzteversorgung, that subsists from interest income. The specialty our company has 
is that we are subject to an objective. We have to generate an actuarial interest of 4% 
right now, in order to pay the retirement benefits, we assured our members. This is 
similar to the business of the life insurances, which have to pay their customers a 
guaranteed interest rate. But achieving this goal has become really hard nowadays. 
3. What is the impact of this low level of interest rates on your customer 
acquisition and customer loyalty? 
 
Due to the low interest rates levels, customer loyalty decreased. When customers 





possible interest rate. If they cannot have it with our company, they try to get it 
somewhere else. 
Customer acquisition becomes harder because customers are more sensible to costs 
than before. In addition to this, there are the new regulations, which prohibit us to 
take different fees, as for example processing fees.  
4. What is your institution doing to offset the decreasing margins from the 
credit business? 
 
Margins are decreasing so that we have to look for alternative options to gain 
revenues. At the moment, we are investing in other business fields than before. We 
make large investments in infrastructure projects, since these fields are generating 
more revenues than the regular customer business. Those areas are profitable because 
their representatives still have to pay high interest rates due to the insecurity 
connected to those fields. Nobody can predict, in which way these projects will 
develop in the future. This means at the same time that those investments are a bit 
riskier. 
5. How did your behaviour towards issuing loans to financial weak people 
change? Is your institution issuing loans to people they usually would not? 
 
Scoring and rating have been intensified during the last years and there are more 
standards that have to be fulfilled. All these new changes lead to a more 
conscientious behaviour of financial institutions. We have become much more 
careful in dealing with customers. 
The traditional operating areas have become less profit yielding so that we have to 






6. How did risk management change since the financial crisis?  
 
Risk management gained a lot more importance during the last years and there is 
more overall control. Our different operating areas are more tested on risk and return. 
7. From the balance sheet it can be seen that the amount of loans issued to 
customers increased since 2007. How can you explain this?  
 
I think, this is because many banks and financial institutions withdrew from the 
market because of financial problems and instability and we did not. We kept being 
available and offered loans. However we only considered customers with high 
ratings. And what is also important is that Europe was not affected as much as the 
United States by the financial crisis. 
 
Thank you for taking part in the interview. 
 












Appendix III b 
Interview (Luxem 2015) 
Company: Volksbank Erkelenz eG 
Interviewee: Dr. Veit Luxem (CEO) 
1. How did your business change since the financial crisis in 2008? 
Since the financial crisis, we have significance changes in our proprietary 
Transactions (Depot A). Now there is significantly more sensitivity for risks in 
deposit banking (questioning of ratings) as well as a decidedly limitation of asset 
classes and individual counterparties. Risk measurements measures have been 
implemented to be able to measure spread-, migration and default risk better. 
Because of the low interest rate level, we add investments also to higher risk classes, 
if they are in accordance with the risk bearing capacity and the equity base. Equity 
requirements have been increased by the supervision and profit retention has become 
more important than ever before. However, I think that these requirements are to 
general, they are judging every institution with the process of a single rulebook, so 
they do not look at every institution individually and their special characteristics and 
situation. For the private credit business, automated rating procedures for risk 
management have been implemented. 
2. What is the impact of the current low level of interest rates on your 
business in general? 
 
Due to the low interest rate level, we step into higher reasonable risk classes. In the 
private credit business, we put more focus on creditworthiness and securities. In the 
private deposit business, there is barely demand for deposits by customers only 
sometimes for security aspects, but they are not willing to enter contracts with longer 





customers for the security business in order to achieve higher revenues with 
acceptable risks. There is a tight cost and efficiency management to compensate the 
decreasing interest result and we are focusing on strengthening the commission-
based business. Risk management has also become tighter to control the valuation 
result. We put the focus on the integral consultation, which is our mission statement 
to link the customers to the bank and to raise their awareness that there is more than 
just the price. 
3. What is the impact of this low level of interest rates on your customer 
acquisition and customer loyalty? 
Competition has become much harder, especially due to the increasing number and 
aggressive price strategy of direct banks. By pursuing integral consultation, we want 
to remain customer loyalty and win new ones. We try to differentiate our bank 
towards others by using the brand “Genossenschaftsbank” (cooperative bank) as our 
unique selling point. 
4. What is your institution doing to offset the decreasing margins from the 
credit business? 
See	  question	  2.	  
5. How did your behavior towards issuing loans to financial weak people 
change? Is your institution issuing loans to people they usually would not? 
Definitely no!!! Our lending policy did not change towards issuing loans to financial 
weak people. 
6. How did risk management change since the financial crisis?  







Thank you for taking part in the interview. 
 
For any concerns, questions or further information please do not hesitate to contact  
me.  
	  
	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	   	  
______08.12.2015_____	   	   __________________________________	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